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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON D.C 20549

Ecei\edI
John Utzschneider Esq

BinghamMcCutchen
LLP1

MAY 292009 Act

Boston MA 02110-1726

Re Morgan Stanley Smith Barney LLC PubUc

Morgan Stanley ojkio.

Citigroup Inc

Dear Mr Utzschneider

09011640

We are responding to your letter dated May 29 2009to the Divisionof

Corporati-on Finance and the Division of Investment Management with regard to your

request for temporary no-action relief Our response is attached to the enclosed

photocopy of your letter to avoid having to recite or summarize the facts presented in

your letter Capitalized terms in this letter have the same meaning as in your letter

You have asked the Division of Corporation Finance for no-action relief during

the applicable Relief Period for each of the Morgan Stanley Parties the Citigroup Parties

and MSSB with respect to the reporting requirements under Sections 13d 13g and

16a of the Exchange Act Based on the facts and representations in your letter but

without necessarily concurring in your analysis the Division on behalf of the Office of

Chief Counsel and the Office of Mergers and Acquisitions will not recommend

enforcement action to the Commission with respect to Section 13d Section 13g and

Section 16a reporting if from Legal Day One through the applicable Relief Period

The Morgan Stanley Parties aggregate and report the securities they

beneficially own outside MSSB with the securities that they would be deemed

to beneficially own within the MS Channel with footnote disclosure reporting

the portion of the holdings attributable to MSSB and exclude from their

reports the securities that they would be deemed to beneficially own within

the SB Channel

The Citigroup Parties aggregate and report the securities they beneficially own

outside MSSB with the securities that they would be deemed to beneficially

own within the SB Channel with footnote disclosure reporting the portion of

the holdings attributable to MSSB and exclude from their reports the

securities that they would be deemed to beneficially own within the MS

Channel and

of the Division of Corporation Finance

and the Division of Investment Management
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MSSB does not separately report the securities that it beneficially owns



In reaching these positions we note particularly your representations regarding

the monitoring and reporting challenges presented by the current information technology

systems of the MS Channel and of the SB Channel the scope and scale of the task of

integrating these systems and the time needed to complete the integration your

representation that Morgan Stanley Citigroup and MSSB will maintain information

barriers to protect their respective customers trading information and your

representation that the MS Channel and the SB Channel have their own separate

processes for making investment and voting decisions which will remain in place

through the applicable Relief Periods These factors minimize concerns regarding the

sharing of information and coordinated investment and voting decisions between the MS
Channel and the SB Channel

You have asked the Division of Investment Management for temporary no-action

relief with respect to the reporting requirements under Section 13f of the Exchange Act

and under Exchange Act Rule lOa-3T Based on the facts and representations in your

letter but without necessarily concurring with your analysis the Division of Investment

Management will not recommend enforcement action to the Commission under Section

13f of the Exchange Act and Rule lOa-3T under the Exchange Act against the Morgan

Stanley Parties the Citigroup Parties or MSSB if each of the Morgan Stanley Parties the

Citigroup-Parties and MSSB submit Form 13F reports and Form SH reports respectively

in the manner set forth in your May 29 2009 letter

We have considered your request for confidential treatment of your letter and our

response We have determined that the request is reasonable and appropriate under 17

CFR 200.81b Accordingly your letter and our response will not be made public until

the earlier of1 the Closing Date and 120 days after the date of our response

The foregoing no-action relief is based on the representations made to the

Divisions in your letter Any different facts or conditions might require the Divisions to

reach different conclusions.1 This response expresses the Divisions positions on

enforcement action only and does not express any legal conclusion on the questions

presented

Sincerely

Thomas Kim Osterman

Chief Counsel and Associate Director Associate Director

Division of Corporation Finance Division of Investment Management

The relief granted in this letter relates only to the Morgan Stanley Parties the Citigroup

Parties and MS SB
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John Utzschneider

Direct Phone 617.951.8852

Direct Fax 617.95 .8736

john.utzschneider@bingham.com

May 29 2009

Division of Corporation Finance

Office of the Chief Counsel and Office of Mergers and Acquisitions

Division of Investment Management
Office Of the Chief Counsel

US Securities and Exchange Commission

100 Street N.E

Washington DC 20549

Re Morgan Stanley Smith Barney Request for No.Action Posilion

Section 13 and Section 16 and Rule lOa-3T

Ladies and Gentlemen
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This letter contains certain requests for temporary relief on behalf of Morgan
Stanley Smith Barney LW 3.L and its two ultimate parents Morgan Stanley

rgStanlc and together with its affiliates other than Holdings as defined

beiow MSSI3 and other direct and indirect subsidiaries of Holdings the

$tan Icy Paies and Citigroup Inc Citirou and together with its aftTh ales other

than Holdings MSSR and other direct and indirect subsidiaries of Holdings the

jjrou Panics Specifically the purpose of this letter is to request that the Staff

theflof the Division of Corporation Finance and the Division of Investment

Management of the Securities and Exchange Commission the ornmjssio or the

that they would not recommend to the Commission that it take

enforcement action against MSSB the Morgan Stanley Parties or the Citigroup Parties

under Section 13 and Section of the Securities Exchange Act oft 34 the chajg

As discussed further below the businesses being contributed to the.joint ventures will

include certain non-U.S affiliates which will be separate subskf iaries of Holdings as
defined below For purposes olthis discussion MSSB will include Holdings and such

affiliates notwithstanding the fact that such affiliates technically will be separate

subsidiaries of Holdings

contidcnntl Treatment Rcquested by MSSfl MQrgn Stanhw arnICitigrtup 001
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Act and Rule a-3T thereunder if MSSI3 the Morgan Stanley Parties and the

Citigroup Parties temporarily report positions on the basis described helo

To provide you with
necessary background Part of this letter provides

summary of the parties respective reporting obligations and the relief requested Part 11

provides an overiiew of the formation and structure of MSSB Part Ill
provides

discussion of the management and structure of MSSI3 expected to be in place on the

closing of the transaction Part IV provides temporary proposal for monitoring and

reporting under Sections 13 and 16 and on Form Sn assuming the requested relief from

the Slafi is granted and surrunarizes the intentions for such monitoring and reporting
tier the period lbr requested relief has passed Part provides rationale for the

requested rehef

Overvic of Required Reporting and Requested Relief

Required Reporting As qf Legal Day One .4 bsenr Relief

As discussed more fully in this letter Morgan Stanley and Citigroup will initially

indirectly own 51% and 49% respectively of MSSB and each will have certain board

representation and other rights As result each of Morgan Stanley and Citigroup
belies that under Section 13 and Section as of 1.egal 1a One as detined belo
and absent relief it would he required to either aggregate securities beneficially owned by

it with securities beneticiall owned by all of MSSB or to implement appropriate

information harriers to allow it to disaggregate from MSSB for these purposes in
accordance with the SECs disaggrcgation guidance in its Release No 34-39538 January

12 1998 including the use of information barriers the DIsagrgjoiCuidance
Absent re1iel on Legal Day One MSSB would be required to separately report the

securities it beneficially owns.2 Also on Legal Day One absent relief either each of

Morgan Stanle Citigroup and MSSB would be required to report on Forms 13F and SU

We note that in many instances where MSSB may have ieport lag requirement it may
report jointl with one or more of its

parents

BEach of Morgan Stanley and Citigroup currently flies one Form l3F and one Form SN
report for all of its affiliated entities

onfldentiat Treatmcnl Rtqusted 515513 Morgan SIank and Citgrnup 002
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positions with respect to securities over which it respectively has investment discretion

or in which it has reportable short position or engages in reportable short transaction

or iiMorgan Stanley would be required to aggregate.and report securities over which it

has investment discretion or in which it has
reportable short position or engages in

reportable short transaction with all securities over which MSSB has investment

discretion or in which it has reportable short position or engages in
reportable short

transaction and Citigroup would report separately only the securities over which it has

investment discretion or in which it has reportable short position or engages in

reportable short transaction

Requested Relief Legal Day One Through the Applicable Rlif Period

as defined below

The parties request relief such that with
respect to the Morgan Stanley Parties

and the Citigroup Parties until the earlier ofl the date on which Morgan Stanley or

Citigroup as the case may be can disaggregate its position monitoring or reporting from
or aggregate its position monitoring and reporting with MSSB in each ease consistent

with the reporting method described in Part LC below or September 30 2009 and
with respect to MSSI3 until the earlier ofl the dale on which each of Morgan Stanley

and Citigroup can disaggregate its position monitoring and rcporthg from MSSI3 or

September 30 2009 in each case such period is referred to as the applicable ijjf
Period for such party for

purposes of Section 13 and Section 16 reporting

The MQrgan Stanley Parties will
aggregate and report the securities they

beneficially own outside MSSB with the securities that.thcy would be deemed to

beneficially own within the MS Channel as defined below and may exIude
the securitjes that they would be deemed to benvficial1y own within the SB
Channel as defined below
The Citigroup Parties will aggregate and report the securities they beneficially

own outside MSSB with the securities that they would be deemed to beneficially

own within the SB Channel and may exclude the securities that they would be

deemed to beneficially own within the MS Channel and

MSSB will not separately report securities beneficially owned by it

The parties also request relief under which until the end of the applicable Relief Period
for

purposes of Forms 3F and SB

The Morgan Stanley Parties will include the securities over which they have

investment discretion or in which they have reportable short position or engage
in reportable short sale with the securities over which the MS Channel has

investment discretion or in which it has reportable short position or engages in

reportable short sale and may exclude the securities over which the SB

Confidential Treatment Requested by MSSB Morgan Stanley and Citigroup 003
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Channel has investment discretion or in which it has reportable short position

or engages in reportable short sate

The Citigroup larties will include the securities over which they have

investment discretion or In which they have reportable short position or engage
in reportable short sale with the securities over which the SB Channel has

investment discretion or in which it has reportable short position or engages in

reportable short sale and may exclude the securities over which the MS
Channel has investment discretion or in which it has reportable short position

or engages in reportableshort sale and

MSSB will make notice filings to Indicate that securities over which it has

investment discretion or in which it has reportable short position or engages in

reportable short sale arc included in reports by the Morgan Stanley Parties and

the Citigroup larties

During the Citigroup Parties Relief Period the securities held by the SB
Channel will he reported by the Citigroup Parties During such Relief Period the

Citigroup Parties will include legend on their Form 3J reports and Form SLI reports to

indicate that such reports include securities held by the S13 Channel During the

Citigroup Partics Post-Relief Period as defined below the Citigroup Parties will not

report for either the SB Channel or MS SB

During the Morgan Stanley Partics Relief Period the seCurities held by the MS
Channel will be reported by the Morgan Stanley Parties During such Relief Period the

Morgan Stanley Parties will include legend on their Form 3F reports and Form SH

reports to indicate that such
reports include securities held by the MS Channel

During the Morgan Stanley Parties Post-Relief Period the securities held by

MSSB may be reported by the Morgan Stanley Parties in which case the Morgan Stanley

Parties will include legend on their Form 13F
reports

and Fonn SI-I reports to indicate

that such reports include securities held by MSSI3 tinder such circumstances MSSB
will submit nOtice reports to state that MSSBs reportable securities are Inchided on the

Morgan Stanley Parties Form 3F reports and Form SI reports as applicable

Alternatively during the Morgan Stanley Parties Post-Relief Period the securities held

by MSSI3 may be reported by MSSB

Therefore no later than October 2009 the Citigroup Parties will not report

on either Form 13F or Form SI- any securities over which MSSB has investment

Coniidcntial Treatnimt Rcqueted by MSSH Morg Statlev aadciugroup -0n4
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discretion and either the Morgan Stanley Parties or MSSB will report on Form 3F

and Form SH all securities over which MSSE3 has investment discretion.4 It is anticipated

that MSSB will be included as an other included manager on the Morgan Stanley Parties

Form 13F holdings reports and Form SH entries reports arid MSSL3 will continue to

make notice filings with respect to both Form 3F and Form SH at some point during

calendar year 2010

Following the Relief Periods

Following the
applicable partys Relief Period with such period as it refers to the

applicable party referred to as the Post-Relief Period for purposes of Section 13 and

Section 16 reporting

The Morgan Stanley Parties will either aggregate the securities they

beneficially own outside MSSB with all securities beneficially owned by MSSI3

or implement appropriate information barriers to allow them to disaggregate

from MSSI3 for these purposes iii accordance with the Disaggregation Guidance

The Citigroup Parties will implement appropriate intbrmation harriers to allow

them to disaggregate from MSSB in accordance with the Disaggregation

Guidance and accordingly will reportonly those securities they beneficially

own outside MSSI3 and

Where required MSSB will sepatatcly report the securities it beneficially owns
either in stand-alone tiling or ajoint filing with the Morgan Stanley Parties

pursuant to Rule 13d-lk or 16a-3j as applicable

With
respect to Forms 13F and SIl either

The Morgan Stanley Parties the Ciligroup Parties and MSSI3 will separately

report the securities over which they rcspectively have invesinient discretion or

has reportable short position or engage in
reportable short sale or

The parties recognize that Form SU was adopted pursuant to temporary rule set to

expire on August 2009 and expect to follow similar approach with respect to any

successor rule and/or form

Morgan Stanley currently expects to disaggregate from MSSB hut the timing for such

disaggregation is uncertain

Confiduia1 Treatment Requened by MSSH Morg Stanley and Ciugreup Ct5
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The Morgan Stanley Parties will include in their reports the securities o%er which

they hate investment discretion or in which they have reportable short position

or engage in reportable short sale and all securities over which MSSB has

investment discretion or in which it has reportable short position or engages in

reportable short salc and will include legend on the front page of such report

to indicate that information regarding MSSB is included within and the

Citigroup Parties will report separately only the securities over which they have

investment discretion or in which they have- reportable short position or engage
in reportable short sale

In the case of the second of the two options above MSSB will make notice

things to indicate that securities over which it has investment discretion or in

which it has reportable short position or engages in reportable short sale are

included in reports by the Morgan Stanley Parties

During the parties applicable Relief Periods and Post-Relief Periods the securities held

by the SB Channel and the MS Channel will at all times be sublect to reporting

obligation at least one of the Morgan Stanley Parties the Citigroup Parties and MSSB

1eseription of MSSB and the Transaction Creaiint MSSB

MSSI3 is Delaware limited liability company formed on Febmary 2009 All

munhership interests in MSSB are owned by Morgan Stanley Smith Baniey Holdings

LLC 1claware limited liability company Holding5

loldings and MSSB were formed pursuant to Joint Venture Contribution and

form ttion Agreement dated of January l3 2009 the itribujgAmcnt
and between Citigroup and Morgan Stanley Pursuant to the Contribution Agreement and

subject to the completion of definitive limited liability company agreement to he

entered into at the closing Citigroup and Morgan Stanley have agreed to contribute

certain assets and businesses to MSSB the Contributed Businesses With certain

exceptions the Citigroup contributed Businesses the SB channel include Citigroups

retail brokerage and futures business operating under the name Smith Barney in the

United States and Australia and tinder the name Quilter in the United Kingdom Ireland

and the O1hannel Islands With certain exceptions the Morgan Stanley Contributed

Businesses the .45 Chaniiel and collectively with the SR Channel the chaiinels
include Morgan Stanleys Global Wealth Management business and its private wealth

management business on orldwidc basis In the United States the Citigroup

Contributed Businesses are conducted principally within Citigroup Global Markets Inc

Citigroup subsidiary and the Morgan Stanley Contributed Businesses are

conducted within Morgan Stanley Co Incorporated Ms Morgan Stanley

subsidiary Ilie primary busins of MSSB will be retail brokerage and private wealth

management Although MSSB through the MS Channel as defined in the paragraph

above will engage in limited amount of Section 13 eligible principal trading such

onlidentiai Treatment Requested MSE1 Morgan Stanley and Citigroup
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trading is expected to he mostly6 for the purpose of facilitating customers and is expected

to represent relatively small portion of its overall activities The institutional businesses

of MS and CGMI such as underwriting ad ising on mergers and acquisitions and

mstnulional and proprietary trading and underwriting will remain in MS and COMI and

are not being contributed to MSSH

It is the intention of Citigroup and Morgan Stanley that Ibllow lag the closing of

the transaction the Contributed E3usinesses currently conducted COME and MS in the

United States will he conducted by MSSB in substantially the same fashion with certain

limited modifications The closing of the transaction is expected to occur of May 31

2009 the closing Date and June 2009 is the target first day of MSSB operationsLaLyQ MSSBs business will be carried out by approximately 20000

financial advisors in the United States whose registrations ill he transferred to MSSI3

For Legal Day One due to the size and complexity of the combined entity MSSB

intends to make as few changes as possible to legacy orgamzational operational and

Supervisory structures as they currently exist in CGMI and MS Most significantly for

certain period of time the U.S customers of the SB Channel will continue to have their

transactions cleared through and have their customer accounts custodied and carried by
CGMI and U.S customers of the MS channel will continue to have their transactions

cleared through and have their customer accounts custodied and carried by MS As part

of this clearing function the services to be provided by MS and COME will include

clearing and settling securities transactions providing trade confirmations and customer

statements and perfhrming certain cashicring functions custody sen ices and related

services number of functions including regulatory compliance and supervisory areas

will he coordinated and aligned and others will be centralized
pursuant to umbrella

programs and policies that will overlay the legacy programs and polices of the two

channels Oer time and following the parties applicable Relief Periods it is expected

that the two Channels will be integrated into one operation and that ultimately MSSB
will become fully self-clearing and custody and

carry its own customer accounts

Ai the close of the transaction through various subsidiaries Morgan Stanley will

own 51% of Holdings and Citigroup vill own 49% of loldings As noted above the

Contributed Businesses will include certain additional non-U.S affiliates of Morgan

The MS Channel employs full time fixed income 11 trading business collectively

the Dcsk This Desk maintains proprietary inventory fir client trade fcilitation and

for proprietarY trading purposes

Conlidential Trcatmcnt Rcqusied by MSSB Morgan Siantcy and Citigrtup 007
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Stanley and itiroup aH of holdings in SEregistered securities ill need to he

taken intO account ftr monitorimt and reporting purposes

lOlduigs ill he manae.ed 1w board Cl directors consisting of tour Morgan
Stanley desienecs Citieroup designees and the seniormost operating executive of

loklings subject to certain requirements l3oard decisions will he made or delegated to

loldings management inajonLv vote provided that each ul Morgan Stankv and

itigroup ill have eto rights ith respect to certain niatiers

Morgan Stank will be provided with certain call rights exercisable Illowing
the third fourth and fifth anniversaries of the closing or upon change in control of

Citigroup which ultimately may give Morgan Stanley full control of Holdings Ciligroup

will be pros nied certain put rights exercisable upon change in control of Morgan
Stankv or undei certain circumstances foliownut the sixth anniversar of the closing

Both Morgan Stanley and .itigruup ill be subject to certain restrictions on transfers of

ntcrests iii htidings and on .3perating acquiring or holdiiie entities that engage in certain

resictcd businesses lach will have customar rewstration rights from the earlier of an

IPI. and the sixui aniiiversan otelosine

Prior to and Iilowing the closing MSSI3 ill work to integrate the inbrmation

technology .vstems for both hannels lue to the inassi scale of the joint

enture hovever creating an integrated IT system from the C1l and MS legacy II

ill require extensive changes to multiple systems covering range otbusiness

uses and in ultiple lierit communications and fir sonic time there will he both product

data and system dissonance

Ill Manatemeiit and Structure of MSSB

.flutIgenien1 of MSS/i ar of Legal I.aL nL

As of Legal lay One the MSSB executive management Learn is expected to be

in place Most members of the MSSB executive management team will bet employed full

time and will provide all of their professional ser ices to MSSR Ioever in some
instances certain members of the learn will have additional responsibilities at their

respective legacy cmplo ers at least through the transition period James iorrnan the

Chairman and CEO of MSSB ill continue to he an executive of Morgan Stanley

Like ise certain other members of MSSI3 manaeniiu will retain

responsibilities at Morgan Stanley in administrative functions including operations ll
human resources arid legal low er it is not currently anticipated that any of these

neoplc ill be in oh ed in directing cUecting or recommending transactions in Securities

or oting securities on behalfof MSSI3 or its customers There will he other MSSR

peepk ho mna liace ongoing responsibilities at Morgan Stan 1ev and/or who will he

ctfflItifflii1 calm. RLqIid 1w MS51 M.rtan Stanhv an4 It roup 115
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inoI ed in directing the voting and in estment of securities at MSSB lowever in light

of the protections to be implemented qSee Information Barriers below MSSE3 and

Morgan Stanley ill not share information about their respective customers trading or

their proprietar trading except as necessary to indicate the existence of inventory or to

Itcihtatc cm MSSI3 trade In addition iii order to satisfy various Financial Industry

Regulatory Authority requirements regarding review of research distributed and

marketing materials created by MSSB there may be limited number of employees of

thc Citigroup and Morgan Stanley affiliated broker-dealers who will be dually-registered

with MSSB for certain period Despite the overlapping responsibilities of these

individuals during the parties applicable Relief Periods based on the separate nature

of the two Channels ii the two channels independent processes for making oting and

inestment decisions as described further below and iii certain protections that

Morgan Stanley and Citigroup will impleniLnt as described further below voting and

investment decisions in the two Channels ill be consistent with the proposal for

monitoring and reporting during the parties applicable Relief Periods

Jut grauon Efibris to iate IT Mna8cmeni and Other

As discussed further herein the integration of the IT systems is very extensive

awl difficult undertaking that will take months to complete ike ise integrating the

two hannels employees4 facilities and other systems will be challenging Physical

space will be integrated after Legal Day One only as leases expire and the business

rationale favors combining facilities Systems other than the IT systems will be

integrated only as necessary to appropriately account for MSSI3s operations Executive

management of MSSB will share
space

in Westchester County New York as of Legal

Day One However generally employees will continue to work in the offices in which

they cunently work and on the systems on which they currently ork The integration

process ill be gradual and will take 12-24 months to complete With few exceptions
until the end of the Relief Periods for both parties the two Channels will continue to

operate independently

Voting and Investment Decision sfor MSSB During tile Relief Periods

Vorjg and Investment Discretion within be .MSclin

Within the MS Channel the methodology for voting and investment decisions is

as fi.l lows

bar customer accounts owr which the jiilS Izannel has dLccreiionari

authority MS Channel representatives make independent investment

decisions for customer accounts over which they have been granted

discretionary authority by the customer These decisions are made

independently by the representatives themselves and arc not coordinated

among the representatives MS Channel representatives do not make

onlidcntiat atment Rqu sied hr MSSI$ Morgan Slant and Cittoup
Vo2g2sO
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voting decisions with respect to discretionary customer accounts

Rather the MS Channel transfers discretionary voting autliorit to third-

party proxy advisory firms e.g.RiskMetrics which vote the securities

based on their own voting recommendations In rare instances an MS
Channel voting committee may override the proxy advisory firm voting

recommendation or make the voting decision when the proxy advisory

firm has no recommendation This same process applies to non-

discretionary customer accounts where the customer requests that the MS
Channel as client service matter vote proxies on behalf of the

customer

For MS /zannel thirdparty managed account prograin The MS
Channel is not granted discretionary authority over third-party managed

accounts either with
respect to investment decisions or voting Rather

MS Channel customers grant voting and inestmcnt discretion to the

third-party manager of the account According the third-party manager

makes voting and investment decisions for the customers in these

managed accounts

Voting and tnieit DireIion wilhin tlSB Channel

Within the SB Channel the methodology for voting and investment decisions is similar

customer ciccounis over which the SB /ae/ has diccrctionar

authority The SB Channel has personnel who develop sector allocation

targets which are then shared with individual financial advisors or are

incorporated into investment advisory accounts For most discretionary

accounts the financial advisors make investment decisions guided by the

recommendations olCitigroup research For investment advisory

programs which include asset allocation features the financial advisors

assist clients in choosing an asset allocation model which is comprised ol

mutual funds exchange-traded funds ETFs or separately managed

accounts managed by third party manager in Some cases the

financial advisors may choose such mutual funds ETFs or separately

managed accounts The SB Channel generally makes voting decisions

foi customers according to the recommendations of third-party proxy

advisory firms e.g RiskMetrics In relatively small number otcases

where such firms have conflicts or otherwise are unable to provide

recommendations voting decisions arc made by committee of

employees of the SB Channel

For smith Bariwv thirdparty managed acco wit programs The SB

Channel delegates the discretionary authority that ii is granted by the

Confidcaual TieaimentRequstcd by MSSIt Niorgan Stanley arid atigroup 0010
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customers to third-party managers who make voting and investment

decisions for the customers in these managed accounts

As is evident the two Channels have their on separate processes for making
voting and investment decisions and where their own representatives are actually

exercising discretionary authority these decisions arc haed on independent factors

These
processes ill generally stay in place through the parties applicable Relief Periods

and combined with the other facts set forih in this letter minim ize concerns regarding

the sharing of information and coordinated investment and voting decisions While

employees of each Channel at the senior leels may interact from time to time

investment and voting decisions are not made and would not be coordinated at this level

In/irination Barriers

Commencing at Legal Day One MSSL3 Morgan Stanley and Citigroup will

maintain inforniation harriers to protect their respective customers trading information

Morgan Stanley and Citigroup will not share infonnation about their customers trading

ith MSSI3 nor ill they share with MSSI3 information about their proprietary trading

except as necessar to indicate the existence of inventory or to facilitate an MSSB
trade MSSB will not share inlhnnation with Morgan Stanley or Citigrotip about its

trading except as necessary to execute trade through MS or CGMI Morgan Stanley

and Citigroup will not share inlormation about their pending investment banking or

mergers and acquisitions transactions with MSSB except to the extent MSSB is

participating with one or both firms in distribution of securities or as necessary to

enforce statutory trading restrictions such as the U.S tender oiler rules Although
MSSB ill not maintain formal information barriers between the MS Channel and the SB

Channel we note that during the parties applicable Relief Periods registered

representatives in the SB Channel will not have computer systems access to customer

positions and trading intorniatiou in the MS Channel and registered representatives in

the MS Channel will not have computer systems access to customer positions and trading

niformation in the SB Channel During the parties applicable Relief Periods customer

trades in the MS Channel will be cleared through and custodied at MS and customer

trades in the SB Channel will be cleared through and custodied at CGMI As result

Morgan Stanley and Citigroup believe that it is unlikely that registered representatives

and customers in the two separate Channels will have any practical ability to coordinate

trading of securities

in addition to the infonnation harriers described above for variety of legal and

compliance reasons Citigroup will implement information barriers between it and MSSI3
on Legal Day One designed to permit the positions and activities of MSSB and Citigroup

not to he attributed to one another for the
purposes of Sections 13 and 16 and Rule 4e5

ill accordance with the
Disaggregat.ion Guidance However even though Citigroup will

hae these intbnnation harriers in place on Legal 1ay One because Citigroup will not

Cntidunia1 rreaimcntRequestcd by MSB Morgan .Stanic and itigroup OOfl
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have completed itS IT integration elThrts it ill not he in position to Ilk beneficial

unership and similar reports on Legal Da One that disaggregate MSSR

IV temporary Proposal for Letal Iav One for Moniloriiitt and Reportrni

Hohlins in SECReistcrcd Securities rider Sections 13 and 16 and on

Form Sit and Intentions for Such Moniturin and Reporting Fur the Post

Relief Periods

Irviosu//ur hmporan /lief

During the applicable Relief Period the Morgan Stanley Parties and the

itigroup Parties as applicabk will continue their respective current position monitorin2

and repor-tin including ofhenciicial nership and ol securities over shich they have

nvesImcnt diseretiont policies procedures and practices lach of the Morgan Stanley

Parties anu the
itigroup

Parties vill
ageregate the securities managed and/or

beneficially owned the portion of M55l3 that was contributed such z1r1 lhat is

the Morgan Stank Parties ill include in their rironuioring and reporting the MS
Channel and the Citironp Puiks ill include in their ruorutoring ani repunlirrg the SR

Fhe iS ..lraniiel is Cu rreirtlv non itored and reported On an aggregated bins is

with MS and the SR Channel is currently monitored and reported on an aurcgated basis

with Citigrmrp here are dedicated groups for each rrtcharged with monitoring and

reporting its positions and these groups will continue to do such monitoring and reporting

fir each parents respective Channel during such parlvs applicable Relief Period

uring the parties applicable Relief Periods MSSR ill not reponi separately an
securities heneliciallv cnsned ii

In the event that either the Morgan Stanley Parties or the Citigroup Parties arc

rcuuired to tile univ reports duriut their applicable Relief Period on Schedule 131 or

Schedule 13G or under Section the iclevaut Parties s. ill add Footnote disclosure

disclosing their relationship itli MSSI3 lii addition during their applicable Relict

Periods once either the Morgan Stanley Parties or the Citigroup Parties determine that

reportable threshold has been exceeded by such parties and their respective Channel .s uch

partes ill include inuch tbotnoie disekisure the
portion of the holdings that is

attributable to MSS3 l3 way ofcxample it the Citigroup Panics sere to file

We note that hik this in tinrniat ion can be deterni ned manual lv by each parts ith

respect to an individual security For which reporting threshold has been exceeded and

tiling is being made neither
party

currently has the abiIit to monitor on an ongoing anu

ootnote Cuinti ned on Next

IdonI3t irnnimoa tkquoed .MSS r2a1 Srank and ii irriiup out
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Schedule 3G to report the beneficial ownership of security which on an aggregated

basis with the SB Channel exceeds reportable threshold they would include footnote

disclosure indicating that citigroup owns 49% of MSSB and that the portion of the

security beneficially owned by MSSB is of the issuers outstanding securities

With respect to Forms 13F and SH8 the parties similarly propose that each of the

Morgan Stanley Parties and the Citigroup Parties will continue their respective reporting

with respect to securities over which they have investment discretion or in which they

hae reportable short position or have engaged in
reportable short safe and

accordingly vill
aggregate with and include in their

reports the Securities and

transactions in their respective Channel The parties will include legends in such reports

consistent with those described in Part above

13 Relief Periods

Gien their different IT stems and rpective levels of ownership in MSSB
Morgan Stank and Citigroup have different timetables for resolving their respectie

challenges in order to be in position to aggregate with MSSB and eventually

disaggregate \4SSB in accordance with the Disaggregation Guidance Morgan Stanley

may be able to completely aggregate its position monitoring and reporting system sith

MSSI3 on egal Day One but in any event expects to he able to do so no later than

September 30 2009 and will disaggregate MSSB in accordance with the Disaggregation

Guidance at some point to be determined atler that date Citigroup expects to be able to

completely aggregate and disaggregate in accordance with the Eisaggregation Guidance
its position monitoring and reporting system from MSSB by September 30 2Q09

Footnote continued from Previous Page

daily basis the securities held by the portion of MSSE3 contributed by the other party in

order to determine whether reporting threshold has been reached on an aggregated

basis See iT Challenges in Part below

The parties recogniie that Form SH was adopted pursuant to temporary rule set to

expire on August 12009 and expect to follow similar approach with respect to any

successor rule and/or form

With respect to this anticipated timing Morgan Stanley is currently receiving daily test

feed from Citigroup which reports positions in securities within the SB Channel Morgan
Stanley is in the process oladapting its IT systems to read this feed and to aggregate the

Footnote Continued on Next Page

Coilidntial rrennnent Rcquisd In MSSR \iogan Sianky antiC igreup 001
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Accordinujv the oartks request that the Stall grant temporary reliel to allow each of the

Mor1an Stanley Parties the Citigriip Parties and MSSI3 to report positions on the basis

described above in ProiosaI/r Lm/rtlrv Rdicfduring the applicable Relii1 Period

Fither Moran Stanley or Citigroup may he in position to begin reporling on basis

hich no longer requires relief earlier than the .ither party in this case the parts that is

able to begin reportine without relief earlier ill inform the Stall in writing accordingly

Sini ilarly hen either part\ begins disaggregating MSSI3 in accordance ith the

iweregation Guidance which may he before or alter the other party it viii intrm the

Stall in writing accordingly

C. Iflflhim1s/Lr the 1ilIj/Perii/s

Folloving the integration of the MSSU data into the Morgan Stanley and

itigrotip II systems the parties will hae the ability to comply with Sections 13 and 16

and Rule Oa3T and to monitor and report their respective ownership positions

independently lite parties expect this will occur no later than September 30 2009 1ach

party voukl report as described in Iart l.C above under Pu//on ing 11w Rlief/riods

As ofSepteinher 30 2009 Citigroup expects to disaggregate MSSB in

acurdancc with the Disaggregation Guidance for
purposes of monitoring afll reporting

imerests future date to be determined Morgan Stanley wpccts to disageregate

\ISSI3 in accordance with the lisaggregation iuidance fir purposes ol monitoring antI

reporting interests Thsc struCtureS will ensure that MSSB is operating as separate

ciii itv from air investment perspective and is making independent investnicin voting

disposition and other ownership decisions At the tirire these unlrmatiori barriers

policies and procedures are fully implemented the IT capability will exist such that

accurate and timely monitoring and reporting may he done for MSS13s own positions

Rationale for Reluested Relief

F.otnotc continued from Previous Page

position infirmation with its own position information and that ol the MS Channel

Citigroup is similarl receiving test feed from Morgan Stanley which will enable it io

report positions in securities within the MS Channel The irnplementatioii of these feeds

is in progress and will be completed by the end of the parties applicable Relief Periods

at which time the positions within the Iwo Channels of MSSI3 will also be able to be

combined from an II perspectise

ltiiii rLaimn RUL MSSI Strnt and aIrup
22S
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We believe the
following arguments support the

request for relief

Business FoczLsed on Agency Rat/icr Than Principal Trading

Because Citigroup is not contributing principal trading business to N4SSE3 and

Morgan Stanley is contributingjust small principal trading business the primary
business of MSSB will he retail brokerage and private wealth management and the

majority of positions are in customer accounts the majority of which are non-

discretionary Although MSSB will engage in limited amount of principal trading

cpected to be for the
purpose of facilitating customers such trading is expected to

represent relathely small portion of its overall activities As result Morgan Stanley
and Citigroup expect that on its own MSSI3 will rarely if ever reach reportable
thresholds of secunties ownership at the early stages of the business

If the requested relief is granted each of Morgan Stanley and Citigroup will

continue to aggregate and include securities managed and/or beneficially owned by its

respective Channel ith securities it manages and/or benefIcially owns Accordingly
en though the proposed structure may in part he inconsistent with the strict

requirements of Section 13 and Section 16 the proposal satisfies the regulatory rationale

behind these requirements The
proposal will temporarily tUflU the regulatory ohjecties

for accurate information in the marketplace to the extent applicable thresholds may be

exceeded

Furthers Pub/ic Pal icy Objec/ives

Absent the requested relief it is possible that the transaction will not be able to

close until the IT systems are developed to permit aggregation and as applicable

disaggregation of information required to be disclosed However the importance of the

sift and successful completion of the joint venture in the current market environment

cannot be underestimated We believe that the monitoring and reporting challenges faced

by the proposed joint venture arc unique and possibly unprecedented We also believe

that given the reasonable alternative
reporting proposal contained in this letter the

balance of public interest weighs in favor of granting the limited and temporary requested
reliet without which the closing of the transaction would have to be delayed

Confldntizti Tecaiment Requested MSSl iorgan Suuiie and Citigroup-OOi5
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First the current financial crisis creates special need for urgency to close the

joint venture transaction.1 The transaction will provide certainty at time when investor

confusion is rife and confidence is low Customers of the two firms would be provided

assurance of the future structure of their securities firm when many arc struggling ith

fundamental questions of whom they can trust with their finances and turn to for advice

Second the joint venture structure proposed by Citigroup and Morgan Stanley is

unusual Most transactions involving changes of ownership of broker dealer are simple

acquisitions not requiring the merger of two retail operations ith ongoing arrangements

with tvo legacy firms These ongoing arrangements with the legacy firms create Special

complications in complying with Sections 13 and 16 and Rule lOa-JT and others for

which we arc seeking separate relief Moreover ihe sharing of legacy firm ownership

data that is required to perform this aggregation raises significant ongoing business

concerns for the legacy firms businesses that are not contributed to MSSB particularly

for Citigroup which does not have management control over MSSB Not only do these

unique monitoring and reporting challenges not arise in most transactions as discussed

further in the next paragraph they also arc more challenging in this transaction than the

issues more commonly raised

Ehird the scale of the joint venture is unusually large touching more th 10

million customer accounts and creating technological challenges of immense scope For

MSSB Morgan Stanley and Citigroup to respond to the resulting disclosure challenges

they must make e\lenSlvc changes to multiple systems covering range olmonitoring

and business uses Given their scale temporary manual fixes to address these problems

are not practicable and would not result in accurate information being consistently

provided in timel manner to the public he scope of these systems changes is perhaps

unprecedented for combination of retail operations

Fourth despite the significant challenges posed by the scope of these systems

changes MSSB Morgan Stanley and Citigroup are committed to implementing the

changes in timely and comprehensive manner herefore the requested relief is to last

only for the relatively short interim period until such implementation is complete so that

customers and the market may reecisc the benefit of certainty provided by closing the

See SEC VoAction Ldller 11cr Majesty Governnent Exchange Ac Section /3d
Reporting dated December 10 300g hich as granted in part based on the United

Kingdoms gocrnments tSP0flSC to the international financial crisis

onII1ltIat ratment Rcqueled MSS1t Morgan Stanley and Cnigniup 0016
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transaction aS SOOll aS he requested relief will alkw the partic to cose the

transaction more quicki and is appropriate and in the public interest giveii the current

linancial market turmoil

In view ol the unusual structure of the joint venture transaction the scale of tire

venture the massive resulting systems changes the
urgent need to provide certainty

to customers and the turmoil in the financial niarkets we believe that it should be

possible ibr the Stall to provide relief in this situation about creating precedent that

may be used others where the exittent circumstances present here do riot exist

Nloreo er behic that the
provision

of relict in this circumstance ill benefit

investors and the public and ill not he
contrary to the .ommissions inestor protection

niindaie

nnrdna o/ Ghi/ial RguIatwT Regunc.c

I-itch of Pvlorgan Stanley and Citigroup is subject to disclosure of interest regimes

cIthallv with each havim its own reqtrirenient and standards for global monitoring and

rcportin. Accordin IV monitoring and reporting on global level will require an IT

vstem that ill ork eitxtivelv on global basis and implementing this system will

irike time

LI /iL//nLes

From practical standpoint it may be di Ilicult for Morgan Startle and itigroup

to resolve the IF integration challenges prior to or immediately after closing the

transaction such that the and MSSR ma effectively monitor and report in any av on

l.egal Da One other than what is lroposed As noted above there will be significant

work involved in integrating the MSSE3 data into two companies II svslenis arid in the

meantime there will be substantial product data and vstein dissonance hat said the

two lirms are making diligent cfThrts and have rriect teams in place to achieve sufficient

II integration as soon as practicable to be able to comply with disclosure regulations and

maintain the conlidentialitv of sensilive ownership data without needing to implement

onerous manual solutions Io date each of MS and itigroup have exchanged data feeds

or their
reporting positions that will be contributed to MSSI3 on egal ay One and the

are %orking ith these leds as described in Note above Iocver the parties

expect the integral ion issues Rir the IT systems that are relevant to position reporting to

be re.mIved graduall over Few months ith goal of complete integration by

September 30 2009 Iachi of the two firms has project pliri ith clearly defined

milestones and goals and which sets out the
steps

that hae been taken and the steps that

remain to be taken tovard complete integration

lo the extent that the FE systems are not integrated as necessar to licilrtate

compliance 1_egal Day One manual workarouncls would he the oiiI possible

ql.mLi MSSH 5t rin 5mauk md iurup
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reporting solution absent relief lowever the unprecedented scale of MSSBs brokerage

operations makes such manual vorkarounds impractical and any fhrm of manual

workaround in tv.o vciy large organizations raises significant concerns regarding the

reliability of data and the resulting conclusions and reporting In addition preparing and

implementing these manual workarounds would require significant IT work and ..outd

ultimately distract and delay the lirms respective IT groups as well as their compliance

personnel from their primary goal of IT integration and strict compliance with the rules

in the near term

The following are some olthc issues that must be resolved before the

successful integration of the MSSB data into the Morgan Stanley and Citigroup IF

systems fir monitoring and disclosures purposes

Securities data identification issues For many securities there is no

common international security identifier This is particularly the case for

structured products and derivatives where the linkage between the

derivative and an underlying listed security may need to he manually

established to ensure that firms aggregate position data is accurate

Morgan Stank and Citigroup USC diftrent methods of identifying these

securities in their respective databases As result there will be

discrepancies if the position data is integrated prematurely To resolve

this issue translation table must be creaied to eliminate the

discrepancies before the Contributed Businesses position data may be

combined The process of creating such table and mapping the relevant

data from Citigroups systems to Morgan Stanleys and vice versa will

be time-consuming and difficult

Data Model Differences Morgan Stanley and Citigroup use different

data models and ultimately capture their position data differently

Morgan Stanley and Citigroup are working together to find common

data model in order to process the positions together Each IT system

collects difTerent intbrmation about customer accounts and even where

they collect the same information they may do SO diflerently

complicating efforts to determine vhich data should be included in

reports and how it should he calculated particularly for
purposes

of

populating Schedules I3DIG Form 13F and Form SEl

Logjstics for Iransferring the Dgta Luc to the sensitivity of the data

Morgan Stanley and Citigroup must agree on secure way to transfer and

warehouse cross-firm infonTlation to ensure that confidential information

is not disclosed Although Morgan Stanley and Citigroup have different

tools available to do this they must agree upon standards to be

implemented on both sides in order to begin automated transmissions in

tnuIkntiI TreauncnL Rqucsmcd by MSSI4 Morgi Stanley and tigroup 0018
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scenic manner Ihis cliort can take time if one of the parties needs to

acquire and install flew tool iii order to sti port these requirements

As rioted above the
parties expect

these various Ii ililegratioll issues to be resoh ed

.raduaIR er Ue months itli noal coinpkte integration September 30 200

S/ujn

ItIiall\ and most notably the proposal fbi .egai Day One is only 1cIn/wrar

soliiiThn Pr0POsd in the interest ol providing market tmnsparency under di flicu It

Circumstances It is not permanent arid is merely meant to bridge the reporting gap until

the integration issues for the IT systems that are relevant to position reporting are

resolvcd With respect to the Morgan Stanley Parties this may he 1w Legal Day Onc hut

could extend until Seplcuther 30 2009 and ith respect to the itigroup Parties and

\ISSU this is expected to be 1w September 30 2009 Each of the Morgan Stank
Parties the Itigroup Parties and MSSB will monitor and report in compliance itl1 the

rules as written 35 sOOfl such part has the independent capabihtv to do so or short lv

thereaer As noted abo either Morgan Stanley or .itigroup niav he in posilian to

hein reporting on basis hich does not rcqLure relief earlier than the other and cirlicr

than MSSI3 in this case the party that is able to begin reporting without relief earlier ill

inform the Stall in writing accordingly Iii addition hen MSSI3 begins r.po1in on

separate basis it vi1l also in fbrni the Stall in writing accordingly

VI Conclusion

In conclusion MSSI3 the Morgan Stanley Parties and the Citigroup Parties

request that the Stall of the ivisicm of orporation Finance and the 1.ivision of

In estment Manaienient contirin that the would not recommend to the Commission that

it take entbrcement action against MSSU the Morgan Stanley Parties or the Citigroup

Parties under Section 13 and Section 16 and Rule tla3 if the temporarily report

position.s on the basis described above

VII Conlulential Treatment Request

As of the date of this letter the parties have not publicly disclosed certain

information contained herein including their expectations regarding the closing late of

the transaction Public availahilit of this information could have adverse consequences

fbr the parties For example an unexpected delay in the closing could be interpreted

market participants as an indication that there are material dituicrilties with the joint

venture hen none in fact exist Accordingly notice of this letter is also being sent lo

the lliec of Freedom of Information and lrivac Act Operations of the omniission

and we respectfull request that the Commission accord confidential treatment to this

request and an riucn response from tile Stalithereto pursuant to 17 FR 200

onidcii Frcwn% Rcq .I MSI4 raI S1 tuwtip Qi 19
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until the earlier ofi the Closing Date and iithe date that is 120 days from the date of

the StalIs response to this letter

Please contact Laurie Cereny of I3inghani McCutchcn LLP at 617 951-8527

Mischa ravers of Davis Polk Wardwell at 650 752-2014 or the undersigned at the

above phone number to discuss any questions or comments to this letter

Sincerely yours

11

John R4Utzschneidcr

cc Michelle Oroschakofi Morgan Stanley

An iie Coonev Morgan Stanley

Rose-Anne Richter Morgan Stanley

Denu inc Ru lard Morgan Stan Icy

Joyce Kramer Morgan Stanley

Michelle Wilke Morgan Stanley

Neal Sullivan ingham McCutchen LLP
Amy KroH Iingham McCutchen LLP

Lardy Cal lcott l3ingharn Mccutchen LLP
Laurie Cervcny IIingham MeCutchen LLP
Karyn Polak Citigroup Inc
Au Karshan Citigroup Inc
Lann Schwartz Davis Polk Wardwell

Mischa Travers Davis Polk Wardwell

ContidcnUat frvflment RequuaLd by MSSI3 Morgin Stanky and ttiioup 002
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